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CONFIDENTIAL SECTION 01 OF 02 PARIS 06063 

PASS TREASURY AND FEDERAL RESERVE 

E.O. 11652: GDS 
TAGS: EAL, EFIN, FR 

SUBJECT: BANK OF FRANCE OFFICIAL ON EXCHANGE MARKETS 

1. ON MARCH 7 WE ASKED MARCEL THERON. DEPUTY GOVERNOR 
OF BANK OF FRANCE (EXTERNAL AFFAIRS), FOR HIS ASSESS- 
MENT OF CURRENT AND PROSPECTIVE SITUATION ON EXCHANGE 
MARKETS. THERON SAID UNDER SECRETARY BENNETT'S 
STATEMENTS TO WP-3 ON MARCH 5 HAD ENCOURAGED FRENCH 
REPRESENTATIVES TO FEEL THAT DOLLAR RATE AGAINST 
EUROPEAN CURRENCIES SHOULD BE STABILIZING AND PERHAPS 
EVEN RECOVERING IN PERIOD AHEAD. HOWEVER. HE HAD 
RETURNED TO HIS OFFICE AT END OF DAY TO LEARN THAT 
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MORGAN GUARANTY HAD CUT ITS PRIME RATE TO UNDER 8 
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PERCENT. THIS DEVELOPMENT, OF COURSE. WENT COUNTER TO 
HOPED FOR NARROWING OF INTEREST RATE DIFFERENTIALS, 

WHICH HAVE BEEN MAJOR CAUSE OF RECENT EXCHANGE RATE 
EVOLUTION. 

2. BY WAY OF REJOINDER WE COMMENTED THAT EASIER MONEY 
CONDITIONS IN U.S. SEEMED BOTH APPROPRIATE AND 
INEVITABLE, GIVEN U.S. ECONOMIC SITUATION AND OUTLOOK. 

WE SUGGESTED THAT WITH INCREASING SLACK IN FRENCH 
ECONOMY, TIME SEEMED AT HAND FOR GREATER LOOSENING OF 
FRENCH MONETARY POLICY. THIS WOULD ALSO REDUCE LARGE 
EXISTING GAP BETWEEN U.S. AND FRENCH INTEREST RATE 
LEVELS. THERON REPLIED THAT WATCHWORD FROM FRENCH 
GOVERNMENT CONTINUED TO BE TO GIVE PRIORITY TO EFFORT 
TO CONTROL INFLATION AND THUS TO KEEP THE LID ON 
MONETARY POLICY. CONSEQUENTLY, AS HE HAD TOLD WP-3, 
FRANCE WAS FOLLOWING GENERAL EVOLUTION TOWARDS EASIER 
MONEY "IN SMALL STEPS AND WITH REGRET." 

3. THERON SAID MAJOR OBJECTIVE OF FRENCH EXCHANGE 
RATE POLICY WAS TO KEEP FRANC IN STABLE RELATIONSHIP 
WITH DEUTSCHEMARK AND OTHER "SNAKE" CURRENCIES. 
CONSEQUENTLY, WHEN THESE CURRENCIES TENDED TO 
APPRECIATE AGAINST DOLLAR, FRENCH LET FRANC RISE AS 
WELL. LIKEWISE, WHEN BUNDESBANK AND OTHERS INTER- 
VENED TO TAKE IN DOLLARS, BANK OF FRANCE INTERVENED 
IN SAME SENSE TO EXTENT NECESSARY TO HOLD FRANC-SNAKE 
RATES STEADY, EVEN THOUGH THEY HAD NO DESIRE TO RAKE 
IN (ENGRANGER) LARGE AMOUNTS OF DOLLARS. 

4. WE ASKED WHY, IF THIS WERE THE CASE, FRENCH 
AUTHORITIES CONTINUED TO ENCOURAGE EXTERNAL BORROWINGS 
IN DOLLARS BY NATIONALIZED ENTERPRISES AND OTHER FRENCH 
COMPANIES, SINCE THESE OPERATIONS SIMPLY SWELLED 
CAPITAL INFLOWS. THERON SAID POLICY OF GUIDE 
BORROWINGS WAS ROOTED IN FACT THAT FRANCE WOULD RUN 
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CONFIDENTIAL SECTION 02 OF 02 PARIS 06063 
PASS TREASURY AND FEDERAL RESERVES 

CURRENT ACCOUNT DEFICIT IN 1975 NOW ESTIMATED AT SOME 
20 BILLION FRANCS. WHILE THIS DEFICIT MIGHT OF COURSE 
BE COVERED IN PART THROUGH SPONTANEOUS INFLOWS OF 
SHORT-TERM CAPITAL (AS HAD BEEN CASE IN 1974), FRENCH 
AUTHORITIES COULD NOT BASE THEIR FINANCING PLANS ON 
SUCH AN EVENTUALITY. IN THIS REGARD, THERON CON- 
FIRMED THAT THE $1.5 BILLION LINE OF CREDIT ARRANGED 
BY FRENCH TREASURY EARLY LAST SPRING STILL REMAINED 
UNDRAWN AND AVAILABLE TO HELP FINANCE 1975 DEFICIT. 

5. THROUGHOUT CONVERSATION THERON MADE ABUNDANTLY 
CLEAR HIS DISLIKE OF FLOATING RATES, WHICH HE 
DESCRIBED AT ONE POINT AS "INVENTION OF THE DEVIL." 

IT MADE NO SENSE TO HIM, FOR EXAMPLE, THAT DOLLAR 
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SHOULD MOVE AGAINST FRANC BY ONE PERCENT OR MORE 
DURING SINGLE DAY'S TRADING. HE ALSO FELT THAT 
STABLE RATE SYSTEM WOULD HAVE AVOIDED SITUATIONS LIKE 
THE PRESENT, WHERE, IN HIS JUDGMENT, DOLLAR WAS 
SUBSTANTIALLY UNDERVALUED IN TERMS OF SEVERAL 
EUROPEAN CURRENCIES. HE SAID HE PERSONALLY HAD BEEN 
EQUALLY CONCERNED WHEN DOLLAR HAD FLOATED UP LAST YEAR 
TO LEVELS THAT WERE CLEARLY TOO HIGH. HOWEVER, HE 
RECOGNIZED THAT THIS PREVIOUS SITUATION HAD PROVOKED 
VIRTUALLY NO REACTION IN FRENCH BUSINESS AND 
FINANCIAL CIRCLES, COMPARED TO THEIR GREAT CONCERN 
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ABOUT CURRENT EVOLUTION IN OPPOSITE SENSE. 
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